International 
Marketing Information 
Series 


| 


~. 


Foreign Economic Trends 
and Their Implications 
for the United States 


ECUADOR 


August 1977 
Frequency: Semiannual 
Supersedes: 77-031 


Prepared By 
American Embassy 
QUITO 


Or 
‘ys if . Ce * " 
of if ‘ j 


Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 


U.S. Department of Commerce 


Domestic and International Business Administration 
Bureau of International Commerce 








KEY BOONOMIC INDICATORS: ECUADOR 2. 


GDP at Current Prices 

--Per Capita 610 698 

GDP at Constant 1970 Prices 2,148 2,230e 
Real Growth of GDP 5% 4%e 


















Jan.-June 


MAIN PRODUCTS & EXPORTS f.o.b. 1975 1976 976 197 change 
Crude Oil: Output (M bbls) 58 71 34 35 3% 


Exports (M bbls) 51 61 30 29 -4% 

GOE Take (M $) $516 $636* $264 $259 —2% 
Bananas: Harvest Tmt) 3,000 2,900. nA. : ta. 

Exports (T mt) 1,362 1,192 616 647 10% 


(M $) $142 $137 $69 $74 
70 a. ees n.a. 

62 87 22 18 -18% 
$64 $205 $48 $67 40% 
T mt) 288 306s nwa. n.a. 

50 17 17 40 135% 
$16 $6 $5 $9 80% 
Cocoa Beans: Harvest T mt) 75 Ss n.a. ia. 


7% 

































Exports (T mt) 64 23 15 16 7% 
(M $) $42 $33 $18 $47 161% 
Cocoa Semi-Products: Exports M 28 $62 25 81 224% 





Seafood-Shrimp/Fish: Exports (M $25 $34 16 21 31% 
Seafood-Processed: Exports (M $) $12 $20 $9 $16 78% 


BALANCE OF PAYMENTS Actual Transactions 1975 1976 

Exports of Goods (fob)& Services (M$) 1,073 1,363 542 

---U.S. Share 47%e 35%e 35%e 35%e 
Imports of Goods (fob)& Services (M$) 1,192 1,277 470 770 
-—--U.S. Share 40%e  38%e 38%e 40%e 
Current Account Balance (M$) -168 30 85 -13 
Long-Term Capital - net (M $) 109 249 n.a  “7n.a. 
-—- (Private Investments - net) (M $) (41) (20) (8) (9) 
Short-Term Capital - net (M $) -13 -100 nea. n.a. 
Capital Account Balance (M $) 110 159 -23 85 
Change in Int. Monetary Reserves (M $) -58 189 62 72 
Int. Monetary Res. end of period 246 434 320 506 
Debt Service Ratio 3.8% 11.3% 



















MONEY, CREDIT & INFLATION end of 


Money + Disposable Deposits 874 1,160e 
Central-Bank Loans - net change (M $) 101 59 51 69e 35% 






---(to Public - net change) (M $) (31) (43) (31) (10)e -68% 
---(to Banks - net change) (M $) (67) (44) (33) (45) 36% 
—--(to Govt. - net change) (M $) (3) (-29) (-13) (13)e 200% 


Consumer Price Index-change (1965=100) 14.5% 13.1% 10.9% 5.4% 
Av. Quote to Buy Dollar-Checks (Sucres) 25.24 27.29p 26.70p 27.75p 






4% 


Source: Central Bank; Embassy estimates. 
* Includes GOE's final receipts from Gulf Oil ($70.6 million), paid in 1977. 
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ECUADOR 


SUMMARY 


Ecuador in 1977 has become even more interesting than previously 
to U.S. traders and investors, as imports have been growing 
spectacularly (55% during the first half of 1977 as against the 
same half of 1976), the Government of Ecuador (GOE) has warmed 

up the investment climate by negotiating a mutually satisfactory 
purchase of Gulf Oil's operations in Ecuador after a much- 
publicized dispute, inflation has been held to remarkably low 
levels (4.3% for the first 5 months), and the power shortages that 
plagued the economy in 1976 have been largely overcome. 


The upsurge in imports is expected to continue through 1977, 
facilitated by the liberalization in mid-year of some of the 
GOE's import curbs (those applying on certain capital goods, raw 
Materials and essential consumption items). However, the up- 
surge has probably ended the prospects that the GOE would more 
substantially liberalize the import restraints during 1977. 


The revived import boom seems certain to lead to a deficit in 
Ecuador's 1977 balance of trade, as export growth has been hin- 
dered by problems in marketing the major product, crude oil. One 
of those problems--customers' reluctance to buy crude oil offered 
'by the GOE from Gulf's facilities, so long as there was some 
doubt as to legal ownership--ended in late May with the signing 
of the GOE's buy-out of Gulf. The main remaining problem appears 
to be an overly high price fixed for GOE-owned oil in response 

to the last OPEC decision on prices. 


The trade deficit seems likely to be just about covered by capital 
inflows, but the capital is coming mainly in the form of official 
borrowings which have been at exceptionally high levels so far 
this year. In response to public criticism of these borrowings, 
the GOE has stressed that Ecuador's debt service ratio as of 

early 1977 was still at the low level of 7%, and that petroleum 
export earnings provide a reliable source of income which also 
puts Ecuador in a favorable position to borrow in order to meet 
its developmental needs. 








CURRENT ECONOMIC SITUATION AND TRENDS 


1. Gross Domestic Product: The electric-power supply problems 
that restrained production through the last half of 1976 have 
been largely overcome. Through the first seven months of 1977 
there were only a few, brief blackouts in Quito and other areas. 


While data for 1977 are not yet available, there is little doubt 
that GDP on the whole has been well outpacing the 1976 growth 
rate, now estimated to have been less than 4% in real terms. 

The only significant slow-down appears to be in petroleum produc- 
tion (see 2, below). The manufacturing sector is believed to be 
at much higher levels so far than last year, and is expected to 
stay strong through 1977. Agricultural output also seems 

heading for a very good year, on the whole, spurred by high 
world prices for some crops. 


2. Petroleum Production and Exports: Although agreement had 
been reached in December 1976 for the GOE to buy out the Gulf 


Oil Company's holdings in Ecuador, it was not until late May 1977 
that the agreement was signed. Meanwhile, from the start of 1977 
the state oil corporation, CEPE, took over the marketing of 
Gulf's crude. So long as the buy-out agreement was not signed, 
CEPE experienced difficulty in selling the crude, because foreign 
buyers were uncertain as to CEPE's legal title to it. CEPE's 
export sales have been depressed also because of what appears to 
be a high price ($13 per barrel) fixed as of the start of 1977 

in response to OPEC's last price decision. These restraints on 
Ecuador's petroleum exports, which were down 4% in volume and 

2% in value as compared with the first half of 1976, have held 
production to an increase of less than 3% in volume. 


CEPE's remaining partner in the producing consortium, Texaco, has 
been selling its share of exports with the prospect that the 
price will be increased retroactively from January 1, 1977, 

once the GOE decides the amount of that increase in belated 
accordance with OPEC's 1976 decision. The expected retroactive 
gain in the GOE's take from Texaco's sales would probably more 
than balance out the decline in volume of crude-oil exports. 


The newly-constructed oil refinery at Esmeraldas came on stream, 
partially, in June of this year, and is expected to be in full 
production by September, covering almost all of Ecuador's 
domestic needs for refined products. The refinery utilizes only 
Ecuadorean crude, and to that extent is diverting crude from 
export sales; but it is enabling Ecuador to phase out long- 
standing arrangements for barter of Ecuadorean crude against 


5% 


refined products from abroad, and on balance the refinery may 
be enabling more Ecuadorean crude to be exported than pre- 
viously. 


All factors considered, it appears that the GOE's take in 1977 
will amount to roughly $600 million. 


3. Traditional Products and Exports: Ecuador's total earnings 
from its traditional tropical exports are expected to rise 


strongly in 1977, with impressive gains already scored for most 
as compared with the first half of 1976. Especially noteworthy 
is the rising importance of cocoa, as the cocoa-products 

industry has become Ecuador's leading source of export earnings. 


Banana export earnings, however, were up by only 6.3%, and 
thanks only to higher world prices, as the volume actually 
declined. Agreements concluded in 1976 for sales to East 
European countries seem likely to do little more than counter- 
balance continuing losses in Ecuador's traditional markets. 

Many Ecuadorean banana-growers are shifting to other crops, and 
banana acreage is now estimated to be only about one-third of 
what it was at its 1960's peak. Ecuador thus stands to lose its 
position--if it has not already done so--as the world's leading 
banana exporter. However, bananas will probably remain Ecuador's 
main export crop for years to come (if cocoa exports are 

ranked on the basis of beans only, and not cocoa products),. 


Coffee export earnings were up 40%, reflecting increases mainly 
in prices but also in production. With the current abatement 
of prices, earnings from this crop during the remainder of 1977 
will surely not be as impressive, and for the year as a whole 
coffee will probably revert from its unusual 1976 position as 
the leading export crop to second place. 


Cocoa beans brought in 164% more export earnings as a sharp rise 
in world prices overcame a 48% drop in export volume. The 
reason for the drop in volume was that the domestic cocoa- 
processing industry has been continuing to take an ever-larger 
portion of the crop, to register even more impressive gains in 
export earnings--up by 224% and now exceeding even the earnings 
from banana exports. The domestic cocoa-processing industry 

has been receiving a substantial GOE tax concession on its export 
earnings, but reportedly has proposed to the GOE that this be 
abolished in exchange for the institution of a ban on exports 

of cocoa beans, thus reserving the entire cocoa-bean crop for 
use by the Ecuadorean processing industry. 


Sugar exports were up 61% in volume and 67% in value. Ecuador's 
sugar exporters are finding themselves with no choice but to 
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export, despite still-unsatisfactory prices, because their 
production has been expanding as a result of investments made 
some years ago when world prices were high, while storage 
space has run out. 


Exports of fish and crustaceans rose 33%, and canned seafoods 
88%, the latter now nearly as valuable an earner as the 

former. Some foreign fishing interests, particularly Spanish 
and Japanese, have been evincing earnest interest in ventures 
for harvesting and/or processing Ecuador's maritime resources. 


4. Imports: During the first semester of 1977 Ecuador's 
imports were a whopping 55% higher in value than during the 
same period of 1976 (according to data for import licenses 
liquidated; licenses granted were up 59%). In part, the up- 
surge is attributable to the ending (effective as of the start 
of 1977) of the ban on automobile imports that was instituted 
in mid-1975. But the trend is mainly attributable to the 
robust condition of the Ecuadorean economy. Significantly, 
imports of capital goods, raw materials and the other items 
classified as essentials (List I of the Ecuadorean import 
schedule) have been rising much more strongly than those 
classified as luxuries (List II), even with the latter category 
inflated by the newly-permitted automobile imports this year; 
and imports for the private sector have been rising at nearly 
twice the growth rate of those for the GOE and other public- 
sector accounts. The private sector so far in 1977 has been 
the recipient of over 90% of Ecuador's imports. 


At the end of April 1977 the GOE eased some of its import curbs, 
by reducing from 20% to 10% the amount of advance deposits 
required for imports of items in part B of List I, which are 
certain capital goods, raw materials and essential consumption 
goods. That action was barely reflected, if at all, in the 
January-June 1977 trends cited above, and will assuredly 
intensify those trends during the latter half of 1977. 


However, the rate of growth of imports during the first half of 
1977 as compared with the first half of 1976 will probably not 

hold for 1977 as a whole, because it was during the latter half 
of 1976 that the current upsurge began and was at its strongest 


in terms of percentage above the preceding year. 


The resuscitated import boom, all the more impressive because 
it is taking place while imports are still under fairly 
substantial and widespread GOE curbs, has probably dissuaded 
the GOE from any plans it may have had to further liberalize or 
eliminate these curbs in 1977. 


Ls 


5. Balance of Payments: In contrast with the first half of 
1976, when Ecuador's balance of trade registered an $87 million 
surplus, during the first half of 1977 there was an estimated 
$14 million deficit, attributable mainly to the lag in crude- 
oil export sales while imports are burgeoning. 


So far the trade deficit has been more than offset by the net 
inflow of capital, mainly from an unusually high level of 
official borrowings (see 8 below). The departure of Gulf Oil 
also augmented the net inflow as Gulf ceased remitting profits 
from Ecuador. However, Gulf's departure meant the loss of 
further large-scale investments in Ecuador's oil sector from 
that source, and in general since Gulf and Texaco made their 
large investments in Ecuador in the early 1970's there has 
been a notable decline, year by year, in the inflow of direct 
investment capital. Texaco is currently negotiating with the 
GOE a plan for stepped-up investment in the Texaco-CEPE 
consortium's production and export facilities in the near 
future, and recently Ecuador appears to have been attracting 
the interest of prospective foreign investors in a variety of 
other sectors. But for the balance of 1977, capital is bound 
to flow in largely in the form of loans to the GOE. 


After rising by 76% in 1976 to a record high of over $434 million 
by the end of that year, Ecuador's international monetary 
reserves continued to rise to over $514 million at the end of 
April 1977, but then declined to $506 million as of June 30. 

This covers four months of import payments at the current rate. 
During the remainder of 1977 the reserves are expected to 

change little, as net capital inflows may barely cover an 
anticipated persistent deficit on the current account. 


6. Money, Credit and Inflation: Money supply (including 
disposable deposits) was 43% higher in early June 1977 (latest 
data) than one year earlier, but only 5% higher than it was at 
the end of 1976. 


The much-decelerated rise so far in 1977 is attributable to 
GOE policies to curb inflation, which had been accelerating in 
late 1976. The Consumer Price Index (with 1965 = 100, and 
covering retail prices in only Quito and Guayaquil, with a 
weight of 1.5 for the latter) for 1976 as a whole rose 10.2%, 
though some analysts assert the figure is understated. On the 
same basis, the Index as of the start of June 1977 has risen 
only 4.3% since the end of 1976. (Uncharacteristically, the 
figure for Guayaquil has risen much more than that for Quito-- 
6.3% vs. 1.2%. Some analysts suspect the Quito figure, if not 
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both, is inaccurate. Nonetheless, economic conditions in 
Guayaquil and the coastal region in general are definitely 
more bullish than in the central Sierra region, including 
Quito, as the coastal tropical exports are generating a 
notably higher degree of prosperity than is the Sierra's 
temperate-zone agriculture which produces almost entirely for 
domestic consumption.) 


The main measures taken by the GOE to brake inflation have 
been: a declared tightening of credits to both the public and 
private sectors (no data are as yet available on total banking 
credits during 1977); a tough stance against wage increases, 
including rather strong-handed quashing of strikes by teachers 
and various workers' groups; an increase in taxes on coffee 
exports as world coffee prices rose to unprecedented levels; 
and the liberalization of import curbs as detailed above. 


After weakening slightly in 1976, the Ecuadorean sucre has been 
fairly stable in exchange for dollars during 1977. While the 
official rate remains fixed at 25 sucres to the dollar, in the 
free market the quotations for purchasing dollars have generally 
held within a range of 28.00 to 28.50 sucres, with a small but 
persistent downtrend noticeable from April through June. The 
GOE has been relying on occasional intervention by the Central 
Bank (i.e., sales of dollars) in the free market to restrain 
uptrends in these quotations. 


7. Employment and Wages: Best estimates are that the national 
labor force has reached approximately 2 million with 56% in 
agriculture, 13% in manufacturing, 7% in commerce and 4% in 
construction. Ecuador's legal minimum wage is $55 per month. 

In the past few years the GOE by decree has compelled employers 
to pay 13th- and 14th-month wages per year as well as an across- 
the-board salary hike. Also, companies must divide 15% of 
profits among their workers. These fringes (including social 
security benefits) equal an estimated 60% of the fixed wage. 


The total of labor union members probably represents no more 
than 8%-10% of the total work force. Union influence has 
decreased over the past year, in the face of the firm GOE 
position against various declared strikes, and it seems certain 
that salary raises have not kept pace with cost-of-living 
increases since at least mid-1976. 


8. Public Sector Budgets and Financing: After announcing a 
1977 budget that envisaged a decrease in GOE spending as 


compared with 1976, the Finance Ministry in March 1977 proposed 
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a supplemental budget which would raise expenditures to well 
over the 1976 level. But, evidently because of widespread 
public criticism, the GOE has not formally adopted the 
supplement. Even so, actual GOE outlays in 1977 are expected 
to be up considerably, largely for developmental projects and 
military purchases. Education and defense remain the largest 
budget categories. 


With spending on the rise, the GOE has abandoned its short- 
lived policy of restraint in borrowing. Apart from a 

$100 million short-term borrowing, of which $82 million 
financed the buy-out of Gulf, the GOE during the first seven 
months of 1977 has contracted an estimated $330 million in 
medium- and long-term loans from commercial sources (U.S. and 
European banks), in addition to almost $100 million from 
international lending institutions (IBRD and IDB). The borrow- 
ing spree has drawn vehement criticism from the Ecuadorean 
press and other parties. The GOE in response has contended 
that Ecuador is in an especially favorable position to borrow 
in order to meet its developmental needs, as the country's 

debt service ratio as of early 1977 stood at a relatively low 
(for a developing country) 7%, and petroleum exports will 
provide a reliable (if not steady) source of income for at least 
a decade or so to come. 


The governmental agency FONADE, which was established in 1973 

to ensure that GOE oil-export earnings are channelled into 
developmental projects, was severely criticized in a report by 
the GOE Comptroller's Office in July 1977, and a few days later 
the GOE announced that FONADE would be replaced by a "Bank of 
the State" (Banco del Estado) in the near future. The critical 
report did not specify FONADE's wrongdoings, but they apparently 
involved funding of unworthy projects, rather than illicit 
payments or rake-offs. 


In July 1977 it was also announced that a GOE decree had been 
effected under which the Central Bank of Ecuador now has 
considerably greater autonomy in economic policy-making. The 
decree is evidently intended to insulate the Central Bank from 
political influences, as the current military government is 
proceeding with its announced plan to transfer power to an 
elected civilian administration around mid-1978. 


IMPLICATIONS FOR THE UNITED STATES 


9. U.S. Exports: The revival of Ecuador's import boom places 
this country, small though it be in area and population, back 
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among the top ten Western-Hemisphere markets for U.S. exports. 
It will probably be the 8th-largest purchaser of U.S. exports 
in the Hemisphere this year (excluding Canada), and almost 
certainly will be the 4th-ranking of those on a per-capita 
basis (exceeded only by, in descending order, Venezuela, the 
Dominican Republic and Mexico). Ecuador thus is obviously a 
market well worth investigation by U.S. exporters seeking new 
frontiers. 


European and Japanese competitors of U.S. exporters have not 
failed to notice the strong growth of opportunities for sales 

in Ecuador, and have been streaming in, often as members of 

trade missions sponsored by their respective governments. 
Ecuadorean traders still generally prefer to buy American because 
of geographic proximity and the U.S. reputation for quality 
merchandise--but if the price is not right, if the proferred 
financing is not competitive, or if the initial or follow-up 
servicing on their orders is deficient, they will understandably 
not hesitate to turn elsewhere for their supplies. 


The phenomenal growth rate of Ecuadorean imports registered 

so far this year may subside, but Ecuador should continue to 

be one of the fastest-growing markets in the Hemisphere for at 
least several years to come. For the near term, strong gains 
are expected to continue particularly in Ecuadorean purchases 

of industrial raw material and intermediates, industrial 

capital goods, construction materials, automobiles and household 
appliances. 


10. U.S. Investments: GOE policies toward foreign private 
investment can now be generally characterized as favorable and 
forthcoming. A U.S. Investment Mission sponsored by the Over- 
seas Private Investment Corporation (OPIC) visited Ecuador in 
May 1977, and the clear consensus of opinion among the 19 members 
who represented as many U.S. companies (in almost as many 
different fields) was that they very much liked what they saw 
and heard here. The main cloud in the atmosphere for investment 
is that cast by the latest crisis in the Andean Pact, which 
arises only from disputes regarding members' production assign- 
ments for automotive vehicles, but raises questions as to their 
general ability to overcome domestic political restraints in 
order to effect meaningful and mutually beneficial economic 
integration. The GOE is playing an active role in efforts to 
keep the Andean Pact on track. 
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